I. Introduction
Integration of the developing national economies into the evolving world financial system has been achieved by a series of policies aimed at liberalizing their financial sectors. The motive behind liberalization was to restore growth and stability by raising saving and improving economic efficiency. A major consequence, however, has been the exposure of these economies to speculative short term capital movements (hot money) which have increased financial instability and resulted in a series of financial crises in the developing countries along with divergence of domestic savings away from fixed capital investments towards speculative financial instruments with often erratic and volatile yields. As a result, the indigenous economies with weak financial structures and shallow markets suffered from increased volatility of output growth, short-sightedness of entrepreneurial decisions, and the overall marginalization of labor markets.
It is the purpose of this paper to identify and study the main stylized facts and processes characterizing the dynamic macroeconomic adjustments of Turkey since inception of its reforms towards global integration -viz. post-1980's. Turkey's post-1980 history of macroeconomic and political developments under the neo-liberal model is observed to suffer persistent difficulties and wide fluctuations in national income, with conflicting policy adjustments. This observation pertains despite the overall thematic continuity with the ambitious programme of economic liberalization and market-led adjustments put into full force during the early 1980s led by the military government and its civilian successors. At the turn of the 3 rd millenium, the most striking aspects of the current Turkish political economy context are the persistence of price inflation under conditions of a crisis-prone economic structure; persistent and rapidly expanding fiscal deficits; marginalization of the labor force along with the dramatic deterioration of the economic conditions of the poor; and the severe erosion of moral values with increased public corruption. 1 We plan the paper as follows: The analytics of macro adjustments of the two distinct (i.e. 1980-88/89 and 1989-2000) phases of liberalization is the theme of section I. We address the modes of accumulation and resolution of macro equilibria under both periods separately, and highlight the ascendancy of finance over industrial development. We investigate the nature and evolution of the in-and out-flows of short term foreign capital in section II. Here we report and document the detrimental consequences of hot money flows in inducing instability in the macro fundamentals of the domestic economy. Section III quantifies the economics of macro adjustments via a set of decomposition exercises on the evolution of real output and sources of aggregate demand. The deterioration of fiscal balances of the state constitute the thematic background of this section. Micro level adjustments and the related decomposition exercises, in turn, are investigated in section IV within the confines of the manufacturing sector. Here we address two separate, yet related, issues: (i) the effect of external liberalization on oligopolistic concentration and the price-cost margins (mark-ups), and (ii) decomposition of productivity gains within the manufacturing sectors under external liberalization. We summarize over the distribution effects of liberalization of commodity trade and finance in section V. Section VI summarizes and concludes.
I. Phases of Macroeconomic Adjustment in Turkey
The post-1980 Turkish adjustment path started with an orthodox stabilization policy which also incorporated the first structural steps toward a market-based mode of regulation. The shock treatment of 1980, facilitated by the military coup of September and generously supported by international donors was, to a large degree, successful in terms of its own policy goals. The rate of inflation which had almost reached three digit figures in 1980 was reduced to an average of 33.2% in the following two years. The recession was a brief and relatively mild one (-2.3% in 1980) . The liberalization of domestic markets eliminated the painful shortages in basic commodities and the major realignment in relative prices took place relatively smoothly. However, the whole operation was, to a large degree, dependent on a drastic regression in labor incomes which was realized by means of the extra-economic control of relations of distribution by the military regime. Since its early inception, Turkish adjustment program was hailed as a "model" by the orthodox international community and supported by generous structural adjustment loans, debt relief, and technical aid. Currently the Turkish economy can be said to be operating under conditions of a truly "open economy" -a macroeconomic environment where both current and capital accounts are completely liberalized. In this setting, many of the instruments of macro and fiscal control have been transformed, and the constraints of macro equilibrium have undergone major structural change.
We provide a general overview of the recent macroeconomic history of Turkey in Table  1 . We identify the 1972-1979 period as the deepening of the import substitutionist industrialization strategy. This period, often called the second phase of import substitution, extends the evolution of the inward-looking, domestic demand-led industrialization which dates as early as 1950's. The post-1970's were characterized by the implementation of a vigorous public investment program which aimed at expanding the domestic production capacity in heavy manufacturing and capital goods, such as machinery, petrochemicals, and basic intermediates. The foreign trade regime was under heavy protection via quantitative restrictions along with a fixed exchange rate regime which, on the average, was overvalued given purchasing parity terms. The state was both an investing and a producing agent with state economic enterprises (SEEs) serving as the major tools for fostering the industrialization targets.
<Table 1 here> During 1927-79, the underlying political economy basis of the ISI strategy was one of grand, yet delicate, alliance between the bureaucratic elites, industrial capitalists, industrial workers, and the peasantry (Boratav, 1983; Boratav, Keyder and Pamuk, 1984) . Accordingly, private industrial profits were fed from two sources: First, the protectionist trade regime, often implemented through strong non-tariff barriers, enabled industrialists to capture oligopolistic profits and rents originating from a readily available, protected domestic market. Second, the existence of a public enterprise system with the strategic role of producing cheap intermediates through artificially low, administered prices enabled the private industrial enterprises (and the rural economy) to minimize on material input costs. Industrialists, in turn, have "accepted" the conditions of a general rise in manufacturing wages, and an agricultural support programme which induced the domestic terms of trade to favor agriculture.
The import substitutionist development strategy was observed to reach its limits beginning 1976 when financing of the balance of payments and industrial investments became increasingly difficult. The foreign exchange crisis of 1977-80 brought together the cessation of the civilian democracy and imposition of a new constitution and labor codes regulating the industrial relations under a military regime.
I-1. Major Turning Points and the Early Phase, 1981-88/9
Macroeconomic developments in the post-1980 years can be partitioned into two phases: 1981-88/89 and 1990-2000. The main characteristics of the first phase is export promotion with strong subsidy components and phased import liberalization, under a floating exchange rate system of regulated capital movements. Gradual, but significant depreciation of the Turkish lira (TL) was one of the pillars of the policy orientation. Severe depression of wage incomes and declining agricultural support measures continued during the years following the military regime. There was, also, a decisive move towards supply-side orientations in fiscal policies.
2
Domestic financial liberalization was an additional reform component of the 1980s which was particularly important because of the serious consequences which were to emerge after the further step of full integration with international finance was taken in 1989. The early phase of financial liberalization turned out to be a painful process. The speedy lifting of controls on deposit interest rates and on the allocation of credits in mid-1980 had led to the financial scandal of 1982 when the numerous money brokers (called "bankers") which had flourished by offering very high real interest rates to savers via Ponzi financing methods collapsed together with a number of smaller banks. Thereafter, the policy pendulum moved between re-regulation and de-regulation up till the late 1980s; but the trend, although gradual, was definitely towards the establishment of a liberalized domestic financial system. In retrospect, it can be stated that the mode and the pace of financial reforms have progressed in leaps and bounds, mostly following pragmatic, on-site solutions to the emerging problems. The foreign exchange regime was liberalized early in 1984. Banks were allowed to accept foreign currency deposits from citizens and to engage in foreign transactions. In the credit market, the Central Bank's control over commercial banks was simplified with a revision of the liquidity and reserve requirement system. An inter-bank money market for short term borrowing facilities was enacted in 1986. In 1987, the Central Bank diversified its monetary instruments by starting open market operations. In order to regulate and supervise the capital market, a Capital Market Board was established, and it initiated the re-opening of the Istanbul Stock Exchange in 1986.
During 1983-87 export revenues increased at an annual rate of 10.8%, and gross domestic product rose at an annual rate of 6.5%. The period was also characterized by severe erosion of wage incomes via hostile measures against organized labor. The suppression of wages was instrumental both in lowering production costs and also in squeezing of the domestic absorption capacity. The share of wage-labor in manufacturing value added receded from its average of 35.6% in 1977-80, to 20.6% in 1988 (Table 1) . In this process the average mark up rate (profit margins) in private manufacturing has increased from 31% to 38%.
During the 1980s, public sector balances were in general maintained, and the public sector borrowing requirement (PSBR) has been on the order of 4.7% of the gross domestic product (GDP). Domestic saving rate reached to 20%, and the share of investments increased to 21% of the aggregate GDP (Table 1) . However, the composition of total fixed investments displayed quite adverse trends at the sectoral level from the point of view of strategic targets. In fact, as gross fixed investments of the private sector increased by 14.1% during 1983-87, only a small portion of this amount was directed to manufacturing. The rate of growth of private manufacturing investments has been on the order of half of this figure, at a rate of only 7.7.% per annum, and could not reach its pre-1980 levels in real terms until the end of 1989. As data in Table 1 attest, much of the expansion in private manufacturing investments originated from the pull from housing investments which expanded by an annual average of 24.5% during 1983-87. This resulted in a significant anomaly as far as the official stance towards industrialization was concerned: in a period where outward orientation was supposedly directed to increased manufacturing exports through significant price and subsidy incentives, distribution of investments revealed a declining trend for the sector. The implications of this non-conformity between the stated foreign trade objectives towards manufacturing exports and the realized patterns of accumulation away from manufacturing constituted one of the main structural deficiencies of the export oriented growth strategy of the 1980's, and according to our view, had played a crucial role in the failure of maintaining the export promotion program as a sustainable strategy of development.
As this unbalanced structure failed to generate the necessary accumulation patterns, the artificial growth path generated by way of wage suppression and price subsidies was observed to reach its economic and political limits by 1988. Regressive distributional policies which had helped export promotion by suppressing both wage costs and domestic absorption could not be sustained within the political and social map which started to prevail at the end of 1988. Two consecutive years of negative per capita growth and a new wave of populist pressures leading to distributional shocks immediately before the 1989 elections were seen as evidence by most actors that the policy model of 1980-88 had exhausted itself and could no longer be sustained. The way out of the impasse (by accident or design) turned out to be the liberalization of the capital account in August 1989. The full convertibility of the Turkish lira was realized at the beginning of 1990.
I-2. Capital Account Liberalization and its Consequences
The 1989 benchmark was, indeed, the second turning point in economic policies of the post-1980 period in terms of both its distributional implications and macro-economic consequences. The distributional dimension, i.e. the cause and effect linkages between the 1989 shift towards populism and capital account liberalizaton, will be overviewed later. The macro-economic consequences will be analyzed in what follows in three directions: Capital account liberalization increasingly made the economy dependent on the newly emerging financial cycles. Substantial leakages from net inflows, i.e. through capital outflows and reserve accumulation transformed the conventional linkages between growth, current account balance and capital flows. And, finally, arbitrage-seeking ("hot money") inflows and outflows started to constitute a rising share within capital movements and contributed to rising external and domestic instability.
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Given the Turkish experience, one can easily trace out the drastic impacts of unregulated financial opening on the domestic financial markets and the ongoing trend towards financial deepening. Contrary to expectations, however, public sector's share in financial markets remained high. The financing behavior of corporations did not show significant change, and credit financing from the banking sector and inter-firm borrowing continued. Furthermore the share of private sector securities in total financial assets fell. Thus, the observed upward trend of the proportion of direct securities to GNP originated from the direct new issues of public sector securities and Treasury bills. Since the commercial banking system has been the major customer of such securities, however, the share of aggregate security instruments fell in private portfolios. In fact, with the implementation of positive interest rates, and the new possibility of foreign exchange accounts, the advance of financial deepening for the private households has meant increased foreign exchange deposits with vigorous currency substitution. Thus, it can be stated that the "pioneers of financial deepening" in Turkey in the 1980's have been the public sector securities and the forex deposits. As Akyuz (1990) attests based on this observation, Turkish experience did not conform to the McKinnon-Shaw hypothesis of financial deepening with a shift of portfolio selection from "unproductive" assets to those favoring fixed capital formation.
Indeed, throughout the course of these events Turkey's banking sector and financial institutions became disengaged from production to become the dominant faction of the capital manipulating the overall economy. The driving force behind this development was the collapse of the public disposable income which led to the fever of public sector borrowing. The process of financial deepening was directly shaped by the financing needs of the public sector. Table 2 documents this episode. The new issues of securities by the state increased from 6.9% of the GNP in 1988 to 38.7% in 1999. Per contra, issues by the private sector stood at 1.1% of the GNP as of 1999. Total banking credits, on the other hand, remained stagnant, and as a percentage of GNP, actually declined over the initial phase of capital account deregulation! <Insert table 2 here> The consequent high interest rates of government bonds and treasury bills set the course for the dominance of finance over the real economy. As a result, the economy is observed to be trapped in a vicious circle: commitment to high interest rates and cheap foreign currency (overvalued TL) against the threat of capital flight leads to further increase in the real interest rates. When adverse impacts on the current account balance become excessively destabilizing, real depreciation seems imminent, which, however, needs to be matched by further upward adjustment in the rate of interest if currency substitution or capital flight is to be restrained.
I-2a. The financial cycle dominating the growth process
The emergence of this newed financial cycle and its impact on the growth path during the 1990s can be observed by the findings presented in Table 3 . One similarity and two differences between the growth patterns of the 1980s and the 1990s are worth noting. The similarity is on the quantitative relationship between growth and the current balance. The current deficit /GNP ratios during the two periods are, roughly, proportional to growth ratesa finding which suggests that the external gap, in terms of the relative magnitude of the foreign exchange requirements of given rates of economic growth, remained practically unchanged between the two periods.
<Table 3 here>
On the other hand, an important difference is observed between the two periods if our attention is directed toward linkages between capital flows by non-residents, following the notation of Table 3 , NKF(nr), current deficits and growth. During 1980's, the linkages between these variables appear to be in the direction of growth ⇒ current deficits ⇒ capital inflows. In other words a given growth rate generates current deficits which have to be covered by a somewhat larger margin of capital inflows from non-residents. The 1990s appear to have transformed the direction of the foregoing linkage into capital inflows ⇒ growth ⇒ current deficits. Capital inflows from non-residents gradually become autonomous (incorporating a rising component of "hot money" -see Table 5 below) and, depending on the degree of sterilization, affect variables determining domestic demand items and uplifts the growth rate which, ultimately, generates a higher level of current deficits. When inflows decline, the process is reversed, e.g. by generating monetary contraction, declining domestic demand and an improved current balance. This is why the ratio between the current balance and net capital flows from non-residents, i.e. NKF(nr) is high (i.e. 67%) during the 1980s, but declines to 24% in the following decade (see Table 5 , Column 7 and the related analysis below). Hence, one of the crucial consequences of capital account liberalization turns out to be an increased degree of dependence of the growth path on autonomous capital movements.
There is, moreover, another striking difference between the growth paths of the two periods. During the 1990s, changes in the level and direction of capital movements generated a financial cycle of boom and bust which, in turn, resulted in rising volatility of the growth rate. Growth during the 1980s was, to a large degree, independent of autonomous capital flows: It was essentially an export-led process, supported, first, by the post-crisis recovery of the early 1980s and, then, by Ozal government's expansionary policy phase . The end of this phase is characterized by declining domestic absorbtion in 1988 and the end of the export boom in 1989. Although the last stage of this episode is stagnation and exhaustion, it is radically different than the boom-bust-recovery cycles which characterize the growth pattern of the 1990s. Indeed, the final decade of the 20 th century exhibit three downturns (1991, 1994 and 1998-99) , the latter two of which, also, incorporate financial crises; and three booms (1990, . It is also striking that as we move into the 21 st century, the duration of the mini business cycles of instability -crisis -(artificial) growth -instability seem to have shortened even further. In fact, the growth rate is observed to be negative in six of the last twelve quarters (1998 ( .I -2000 .
A brief overview on the bust phases of these cycles which incorporated serious banking and/or currency crises, i.e. 1994, 1998-99 and November 2000, will be helpful in this context. Tables 3 and 4 show that it is impossible to diagnose the underlying cause of these financial disturbances without observing the volatility of capital flows. 1994 appears to exhibit the most violent impact in this respect: Net flows by non-residents had been reversed into outflows reaching 4.8% of GNP. The absolute magnitude of the reversal represented by the difference in inflows between the two years, i.e. 1994 minus 1993 figures for NKF(nr), equalled -19.1 billion dollars. Somewhat surprisingly, resident agents (essentially banks) acted in countercyclical fashion by eliminating their assets abroad and allocating the funds to cover their losses in Turkey 4 . The net reversal of both non-resident and resident flows from 1993 to 1994 was -12.8 billion dollars -a magnitude which forced the government into two consecutive devaluations of the Turkish lira and pushed the economy into a severe (i.e. -6.1%) recession.
<Table 4 here>
The 1998 bust also incorporates comparable reversals in capital movements. Throughout 1998, non-residents' flows continued to be positive, but registering a susbtantial decline compared with the preceding year: The 1998 minus 1997 figure for NKF(nr) is -7.6 billion dollars. Residents' flows, on the other hand, continued to be increasingly in the outward direction with the 1998 minus 1997 figure for NKF(r) amounting to 417 million dollars. The net reversal on both items was -8 billion dollars. Although a currency crisis was averted, the outcome was the de facto bankruptcy of eight banks taken over formally by the so-called Savings Deposits Insurance Fund (SDIS), but due to its meagre resources, in effect, by the treasury 5 . The burden on the exchequer due to the domestic liabilities of these banks is estimated to be around 5% (Check!) of GNP. The incidence on the productive sectors started to take place during the last quarter of 1998 as the economy moved into recession which continued during 1999 when GNP declined by 6.4% in real terms.
Finally, 2000 is characterized by an exchange-rate based dis-inflation and stabilization program designed, engineered, and monitored by IMF. Starting from inflation rates of 68.8 and 62.9 percents in terms of CPI and WPI at the end of 1999 respectively, the program targeted 25% and 20% (December to December) inflation rates for the two indices at the end of 2000 and a 20% increase in the nominal TL price of a basket of 1US$+0.77 Euro. Upper limits for the net domestic assets of the Central Bank (CB) were set and the monetary base was to be totally dependent on the purchases of foreign exchange by the CB. Together with lower limits for the net international reserves and upper limits for PSBR as performance criteria and with the exclusion of sterilization as a policy option, the program can be interpreted as a milder Currency Board version.
The program brought initial successes in the first 14 months of its implementation: inflation rate has been brought down to less than 40%, from its peak of 72% in January 1999; growth rate of the GNP has accelerated to an average of 6.5% over 2000; and the fiscal position of the government has improved significantly. However, the inevitable appreciation of the TL led to a severe expansion of the current account deficit to above 5% of the GNP, and the banks' continued reliance of short term borrowing in the foreign markets led to a rapid rise of the stock of short term foreign debt. The ratio of short term foreign debt to international reserves of the Central Bank jumped to 152% in December 2000. This ratio stood at 101% at the inception of the program. Figure 1 portrays the path of the ratio of short term debt to CB Reserves in Turkey, and contrasts with the data observed in various East Asian economies at the onset of their respective crises in July 1997. Turkey clearly signals increased fragility in comparison to the East Asian financial crisis experiences, and the 2000-"stabilization" program is observed to have deepened the ongoing external fragility in the domestic economy. Thus, it can be argued that the program succeeded in reducing the rate of price inflation at the cost of increased fragility of the banking system and increased external vulnerability of the Turkish economy.
<Figure 1 here> Appreciation of the domestic currency was further accompanied by an "explosion" of net capital flows by non-residents which reached 15.5 billion dollars during the first ten months of 2000. This was reflected in CB's balance sheet which registered a 53 and 46% increase in net external assets and the monetary base respectively between February and mid-November when the wholesale price index had risen (roughly) by 22%. Real interest rates on government borrowing (and, roughly, on deposits) collapsed from an average of 33% in 1999 to practically zero during 2000. A very strong upturn in domestic absorption accompanied by the appreciation of the TL and together with the impact of Customs Union with EU were the two major reasons leading to the rapid expansion of the current account deficit reaching 9.5 billion dollars by the end of 2000. This outcome was solely due to the deterioration of the trade balance 6 . By November IMF officials started to express their concerns on the sustainability of the current deficit 7 and external investors appeared to share the same concern by liquidating 6 During the first eleven months of 2000, exports had remained practically unchanged, but imports had risen by 37% more than doubling the trade deficit to 25 billion dollars. The adverse effects of the 1994 Treaty on the Customs Union with EU on the trade balance was delayed because of the substantial 1994 devaluation whose protective impacts had continued to prevail during the following five years of mild appreciation. These favorable conditions were reversed in 2000 not only due to the faster rate of appreciation of TL vis a vis the currency basket, but also because of the depreciation of the Euro vis-a-vis the dollar.
their assets in TL and as international bankers started to call in their short-term loans to Turkish banks.
There were, without doubt, additional complications. The number of banks transfered to the SDIS kept on increasing throughout 2000. Most of their owners faced criminal charges 8 and were arrested. The shock and apprehension of the financial community was aggrevated when the newly established Board of Banking Supervision and Regulation called the banks to reduce their open positions between their forex liabilities and assets within the pre-set limits by the end of the year. Additional forex demand resulted in the erosion of the CB reserves by nearly 7 billion dollars whose net external assets declined by 52% in two weeks after midNovember.
We portray the paths of the monetary base, open market operations (OMOs), the net foreign assets (NFA), and the net domestic assets (NDA) of the central bank under the program implementation in Figure 2 . As can be seen, the CB had played quite successfully the role of a currency board until November -the first sign of the culminating crisis. The monetary base reflected the changes in the NFA, while the NDA was set in its targeted limits. With the abrupt fall in its net external assets, the CB initially violated the IMF ban on open market operations, and managed to provide additional TL liquidity to banks. This maneuver, however, did not prevent the monetary base to contract by 17% during the rest of the month. Ultimately CB reverted back to the non-sterilization rule, and the ongoing liquidity squeeze was aggravated as overnight interest rates climbed to exorbitant levels. Under these conditions the economy suffered from yet another financial crisis in February of 2001. These events led to an acute liquidity crisis and the consequent demise of the disinflation program. The TL was forced to be off-the fixed anchor and started to free float on 22 February. The exchange rate as measured by TL/US$ depreciated by 47.7% in six weeks. At the time of writing the economy was suffering from a severe recession as the crisis conditions spread to the real economy with massive lay-offs and increased social unrest. Once again, the bust phase of the financial cycle appears to have struck the Turkish economy after an interval of two years. <Figure 2 here>
I-2b. Increased External Fragility under Financial Liberalization
There is some confusion in Turkey and elsewhere in diagnosing the underlying causes of the financial bust and crisis. The underlying cause in the Turkish case discussed above, is the fragility in the financial system generated by large, uncontrolled capital movements with a large "hot" component. Weak prudential regulation of banks or large public deficits may aggrevate the situation, but never causes the collapse per se. And there is always an individual pretext which triggers the bust. A usual confusion is to see the pretext as the cause. The event which triggered the 1994 crisis by causing capital flight was the government's effort to impose lower interest rates on the banks participating in treasury bill auctions. In November 2000, the case of Demirbank which was forced by rival banks to unload very substantial amounts of treasury bills on the market and CB's withdrawal from open market operations at the same time have been seen by some economists as causing the crisis. Once again, each case is unique in the sense that there are different events triggering the bust; but it is, ultimately, the structural fragility generated by the unregulated and chaotic capital movements and the financial cycle without which the same events could never have caused a similar havoc affecting the economy as a whole.
To be able to take better account of the disruptive mechanisms of this structural fragility, we have to note the famous tri-lemma underlying an open economy that the international economists are fond of. In an open economy, the monetary authority can independently choose only one of the three following instruments: the nominal exchange rate, the interest rate, and the stock of money, leaving the determination of the other two to the interplay of the market forces. As discussed above, liberalization of the capital account intrinsically necessitate a higher rate of return on domestic assets in comparison to the rate of depreciation of the domestic currency against the foreign currencies. This commitment stimulates further foreign inflows, and the domestic currency appreciates inviting an even higher level of hot money inflows into the often shallow domestic financial markets. The initial bonanza of debt-financed public (e.g. Turkey) or private (e.g. Mexico, Korea) spending escalate rapidly, and severe the fragility of the shallow financial markets in the home country. Eventually the bubble bursts and a series of severe and onerous macro adjustments are enacted through very high real interest rates, sizable devaluations, and a severe entrenchment of aggregate demand, while the short term "hot money" flows have already rushed out of the country leaving it broke and deprived of the traditional tools of adjustment and austerity. Elements of this vicious cycle are further studied in Kaminsky and Reinhart (1999) , Diao, Li, and Yeldan (1998), Dornbusch, Goldfajn and Valdés (1995) , Velasco (1987) , Diaz-Alejandro (1985) , and more recently referred to as the Neftci-Frenkel cycle in Taylor (1998) (following Neftci (1998) and Frenkel (1998) ).
In the context of the Turkish post-capital account liberalization episode, we portray the elements of this process in Table 5 . We report the net return on "hot money" in column 1. This return is calculated as the rate of difference between the highest (nominal) interest offered in the domestic economy and the rate of (nominal) depreciation of the TL. It yields the net return to a foreign portfolio investment, which switches into TL, captures the interest income offered in the domestic economy and switches back to the foreign currency at the end-ofperiod exchange rate. The difference between interest earned and the loss due to currency depreciation is the net earnings appropriated by the investor.
<Table 5 here>
The inflows show high sensitivity to whether or not the domestic rate of return is positive. Except for 1990 values, the net flows are observed to be of the expected sign. Net flows fluctuated widely, especially between 1993 and 1995, and caused drastic business cycles with 1994 being the worst economic crisis of the post-War Republic history. It has to be noted, however, that one has to be aware of the gross magnitudes of such flows rather than net amounts. For that is where the de-stabilizing consequences of speculative short term capital movements prevail. In columns 2 and 3 of Table 5 we report the gross in-and outflows of banks' foreign credit acquisitions and repayments for the post-1991 period.
We witness that the gross inflows grew rapidly from $50 billions in 1991 to reach $120 billions in 1995. After a brief deceleration during 1996 and 1998, they again reached to 108.6 billions in 1999. This magnitude is almost 2/3 of the size of the overall Turkish GNP! Clearly, the domestic financial system is under a severe pressure of the international speculative centers and is no longer in a position to generate an independent monetary and foreign exchange policy. Furthermore, those centers constituted the major reason for the short-termism and volatility of the real business cycles, led to increased fragility of the financial and the external position of the domestic economy, and resulted in worsening the distribution of income.
In order to accommodate to this process, the central bank is pushed into a passive role of foreign reserve administration and is forced to hold significant foreign exchange. Indeed, one of the most direct consequences of the hot money inflows was the massive build up of international reserves of the Central Bank. This build up is clearly visible from data displayed in Table 5 . Thus, rather than financing productive investments in the real sector, short-term capital inflows lead to a rapid build up of the reserves of the monetary authority. This reflects a serious contrast to the orthodox expectations, prognosticating a complementarity between financial liberalization and the expansion of investment funds in the domestic economy. In this setting, the only proper role that is remained for the monetary authority becomes that of monetary sterilization so that the surge in the M2Y value of money supply is checked by restricting the domestic component, with a consequent rise in the domestic interest rates, and a re-commencement of the cycle.
II. Patterns of Foreign Capital Flows
We now turn to a more detailed analysis of the direction of the flows of short term foreign capital by both residents and non-residents under post-capital account liberalization.
II-1. Rising Leakages from Non-Residents' Inflows
The rising gap between non-resident inflows and the current account during the 1990s has already been noted (see the first two rows of Table 3 ). The factors contributing to the growing gap between no-residents' inflows and current deficits phenomenon by the findings of Table 4 . The discrepancy is not merely of theoretical interest. The cumulative current account deficit during the 1990s equals $14.1 billions whereas Turkey's external debt during the same period had risen from $42 billions to $102 billions -a dramatic increase of $60 billions, far in excess of the financing requirements of the current account 9 . As long as growth of the external debt is considered to be a policy issue, the analysis of factors which cause a de-linking between external borrowing and current account deficits becomes important in practical terms. Table 4 provides the basic quantitative framework for depicting these factors.
The well-known b.o.p identity as depicted and defined in equation 1 in the appendix, i.e. NKF(nr)+NKF(r)+EO+DR+CA=0, constitutes the framework of Table 4 . The terms 9 Cumulative non-resident inflows during the same period equal $57.8 billions. However, part of this magnitude as covered in b.o.p statistics, i.e. FDI and portfolio equity inflows which add up to $10.7 of the total, consists of non-debt generating inflows. Hence, the debt stock, on the basis of BOP data, ought to have risen by $47.1 billions instead of the $60 billions based on external debt data. The discrepancy is either due to (i) inconsistency between data sets or (ii) the impact of currency movements between the US dollar and other convertible currencies on the total value of the external debt in dollars depending on the currency composition of the pre-1990 debt stock.
represent, respectively, net capital flows emanating from non-residents, residents' net flows, net errors & omissions, reserve movements and current account balance. The same data can also be presented with slight terminological modifications and reversal of signs of the last four terms of the BOP identity as a decomposition of non-resident inflows into current deficits and "leakages" (i.e. recorded and non-recorded outflows by residents and reserve accumulation). The conceptual framework for both presentations is presented in the appendix (see equations 1 and 2). Table 4 shows the striking change which occurs as a result of the liberalization of capital accounts after 1989. Ratios of NKF(r), EO, DR and CA within net non-resident flows, i.e. NKF(nr), should be interpreted as the share of each type of utilization to which nonresident flows have been allocated. Findings on the values of each of the terms (and of the relevant ratios) during different phases of financial cycles as well as the cumulative sums for the 1980s and 1990s are summarized and analysed in what follows.
II-1a. Recorded capital flows by residents [NKF(r)/NKF(nr)]:
A negative value for NKF(r) signifies recorded capital outflows by residents. It will be observed that during the 1990s, with the exception of the crisis year of 1994 (when, as discussed earlier, residents acted in counter-cyclical fashion and engaged in net inflows), NKF(r) was negative throughout. In relative terms, their drain on the capital account was particularly heavy during the 1998 financial bust when recorded resident outflows as a ratio of NKF(nr) rose to 85%. Comparing the 1980s with the 1990s, it is observed that capital controls really make a difference. Residents' outflows/non-residents' inflows ratio rose 12 percentage points from 22.4 to 34.4% in the second decade.
II-1b. Unrecorded capital flows by residents (capital flight) [EO/NKF(nr)]:
The "net errors & omissions" (EO) item of BOP statistics is, in this paper, treated as unrecorded capital movements by residents and a negative EO value is, thus, considered capital flight 10 . Liberalization of capital movements should, generally, be expected to transform unrecorded capital movements into recorded items by legalizing the former. This factor, together with improved statistical methods, should result in lower values, at least in relative terms for the EO item. This appears to be the case for a sample of 16 emerging economies during the 1990s compared with the preceding decade where the share of capital flight (as represented by negative EO values) within non-resident inflows has declined from 11.1 to 6% (See Table 4 , column 8, last two rows).
The Turkish experience is directly opposite. During the 1980s, the net balance of the EO item was positive [i.e. 18.7% of NKF(nr)] probably due to the reversal of flight capital which took place during the severe crisis of the late 1970s. This positive contribution would, thereby, offset most of the recorded residents' flows the cumulative sum of which was negative during the earlier decade [i.e. -22.4% of NKF(nr)]. The 1990s reversed the direction of capital flight by changing the cumulative EO item into negative values and residents' unrecorded capital movements as a ratio of non-residents' flows were -6%. Thus, recorded and unrecorded capital movements by residents [NKF(r)+EO] taken together constituted a 40.4% drain on non-residents' inflows -a radical deterioration which is clearly related to the liberalization of the capital account.
II-1c. Reserve changes [DR/NKF(nr)]
When capital movements are controlled, the adequate level of reserves were traditionally required to equal three or four months of imports for covering time lags between payments for imports and export receipts as well as offsetting temporary disequilibria in the current balance. Capital account liberalization radically changed and broadened the criteria of reserve adequacy, such as the ratio of reserves to short-term debt plus the stock of portfolio equity, a foreignasset-to currency ratio, a minimum level in excess of scheduled amortization of external debt. For example in 1999 Alan Greenspan after observing that "foreign exchange reserves and reserve policy played an important role in the recent financial crises" suggested that "countries could be expected to hold sufficient liquid reserves to ensure that they could avoid new borrowing for one year" 11 .
These new and drastic adequacy requirements for reserve levels have pushed most developing countries to move into an accelerated rate of reserve accumulation in "normal" periods and the outcome has been an additional and "expensive" 12 drain on non-resident inflows. The Turkish experience has been no exception to this new pattern. Column 8 in Table  4 shows that reserve accumulation out of non-resident inflows had consisted 35.2% during the 1990s compared with 29.4% during the preceding decade. Between 1989 and 1999 the net increase in reserves in Turkey amounted to 19.9 billion dollars, constituting 84% of the total increase (e.g. 23.8 billion dollars) in the import bill whereas the similar ratio for the developing countries as a whole was 60% -still considered excessive 13 .
These developments in capital movements during the past decade are not limited to Turkey. For comparative purposes, the last two rows of Table 4 present the data for 16  emerging economies (including Turkey) 14 for the two decades. Both for the 16 countries and Turkey, the share of current deficit financing out of non-resident inflows has declined, but the decline is much more substantial for Turkey (i.e. from 67 to 24%) than the others (from 54 to 43%). The shares of reserve accumulation and recorded resident outflows are substantially 11 cf. UNCTAD, Trade and Development Report 1999, UN, New York and Geneva 1999, 110:111. 12 The differential between the rate at which reserves are borrowed and the return on the international assets at which they are invested represents the net on reserve accumulation. This resembles the case of a typical head of household in a developing country who borrows from the bank and then puts the borrowed money in a deposit account at the same bank. These two transactions which generates a net loss to the household may appear totally absurd and irrational; but in fact, it has a logic of its own if the deposit account is used to "gain respectability" from the consular office of, say, Australia, to which he has applied for a visa. 13 UNCTAD, Trade and Development Report 1999, UN, New York and Geneva 1999, 108. 14 The 16 countries covered are Argentina, Brazil, Chile, Columbia, Egypt, India, Indonesia, Malaysia, Mexico, Pakistan, Peru, Philippines, South Africa, South Korea, Thailand and Turkey.
higher in Turkey and only the relative size of the unrecorded residents' flows (i.e. capital flight) is similar (6%). Even for this last "leakage" component, it has already been noted that the EO item has shifted from positive values in the 1980s to negative ones in the last decade.
The foregoing analysis of the allocation (decomposition) of capital inflows from nonresidents in Turkey has shown that capital account liberalization has been a costly process for the economy and the most apparent and striking outcome has been a dramatic increase in the external debt stock the growth of which is now de-linked from the external financing requirements of growth represented by current account deficits.
II-2. Arbitrage-Seeking, Short-Term Capital ("Hot Money") Flows
Another disturbing feature of capital flows during the 1990s is the increasing magnitude, both in absolute and relative terms, of "hot money" flows. (See Appendix for the conceptual and empirical specification of "hot money".) Table 6 provides the empirical framework. Emphasis on the following findings are worth noting. <Table 6 here> * In a developing economy "hot money" flows emerge from arbitrage-seeking activities of rentiers and banks (both non-residents and residents) as well as of firms (essentially residents) in both directions. It was, predominantly, this type of capital movement which was affected by capital account liberalization in 1989
15 . The net balance of the 1990s is $-717 millions, a reversal from the earlier decade when reverse capital flight had acted as the determining positive factor. Hence, the 1989 turning point affected arbitrage-seeking flows by raising non-resident inflows substantially; but, more importantly, by reversing the direction of residents' flows into capital flight which, together with residents' recorded outflows, exceeded hot money inflows.
* Since "arbitrage-seeking" is determined by the same variables regardless of the residence of the relevant agent, how can we explain the divergence between the actions of residents and non-residents? Indeed, as briefly discussed earlier, residents had generally acted in counter-cyclical fashion and particularly during the 1994 crisis. Two (not, necessarily, competing) hypotheses are worth testing empirically: Contradictory expectations in response to the same variables, particularly on expected exchange rate movements and/or external agents more willing to take "moral-hazard-based risks" (which ultimately turn out to be justified) is one explanation. Alternatively, resident rentiers' behavior may be a transitional phenomenon of one-off portfolio diversification, the impact of which will wear off after the first substantial movement abroad is exhausted. * The share of "hot money" within capital flows of both residents and non-residents have risen substantially since the liberalization of capital accounts: For non-residents, "hot inflows"/total inflows ratio has risen by more than 10 percentage point to 26.3% in the 1990s compared with the preceding decade. For residents, "hot" outflows constitute 68% of total outflows during the 1990s. Hot money movements are much more volatile than other capital flow categories. It is, particularly, during phases of financial crisis or turmoil that such volatility generates an extremely adverse and destabilizing impact on the economy.
To summarize, the liberalization of the capital account in Turkey in 1989 has pushed the economy into an unstable and risky path in three directions: (1) The growth path of the economy has become subject to a newly emerging financial cycle and the period between its boom and bust phases have been shortening considerably. (2) Drains or "leakages" out of inflows have been rising in relative terms and the external debt has been growing at a pace totally unrelated with the external financing needs of economic growth. (3) And, finally, arbitrage-seeking and short-term capital ("hot money") flows have been constituting a rising share of total capital movements from both residents and nonresidents and this phenomenon has started to transmit a serious factor of instability to the economy.
We now turn our attention to the quantification of the macro adjustments of output growth and the sources aggregate demand.
III. Economics of Macro Adjustment: Sources of Aggregate Demand
In order to trace the patterns of adjustment to financial liberalization we will deploy a series of decomposition analyses over macro aggregates of final demand. Over the external-cumfinancial liberalization era there have been substantial swings in the parameters governing the demand "injections" -such as investments, government expenditures, and exports-and "leakages" -savings, taxes, and imports. Given our discussion above, much of the variability in aggregate demand in the Turkish economy is induced by the state's fiscal stance. The escalation of public deficits via ever rising costs of (internal) debt servicing became the dominant element in aggregate demand. The costs on domestic debt servicing were so explosive that by as early as 1992 public svings turned negative. By 2000 interest costs on domestic debt reached to 80% of overall tax income of the public sector, with an anticipation that the disposable income of the public sector, itself, is likely to be negative by the end of 2001.
III-1. Decomposition of the Sources of Effective Demand
We will address these developments utilizing the analytics provided in Godley (1999) and Taylor (2000) where the following decomposition measure is applied over effective demand: At the one sector level, total supply, X, in any economy is given by the sum of GNP, Y, and imports, M. Total GNP, in turn, can be partitioned into private disposable income, Yp, and public disposable income, Yg, loosely referred to as aggregate tax income, T. Thus, Y = Yp + T; and we have
Goods market equilibrium necessitates the balance on aggregate supply and demand (sum of private consumption, Cp, private investment, Ip, government expenditures, G, and exports, E):
We define the following "leakage" parameters relative to aggregate GNP as:
Using this shorthand notation, one can obtain the following version of the (Keynesian) multiplier function:
Here, Ip/sp, G/t, and E/m can be interpreted as direct "own" multipliers of, respectively, investments, government expenditures, and exports. The overall impact of these injections are scaled by the corresponding leakages of savings, tax burden, and import propensities.
We portray the evolution of the values of key parameters in Figure 3 . Here contrast can be made across the scaled injection sources and the GNP. The abrupt expansion of G/t is clearly visible against other demand components. The dismal performance of Ip/sp < Y discloses the channeling of investable funds away from the real fixed investments towards financial speculation targeted at government's deficit financing and securitization of domestic debt. Real exports as scaled by the import propensities, E/m, also fall short of GNP throughout the post-liberalization era. The only two exceptions occur in 1998 and then again 1994 -both being crisis years during when imports have contracted severely. <Figure 3 here> How dependable is the source of G/t in sustaining growth in GNP? Or, in other words, should we regard the massive injection provided by the G/t as a healthy source of growth?
In order to make a proper assessment of G/t, we further decompose G into its components. We deduct transfer expenditures from G wherein the most important item is 
This revision brings a totally new role over the state's stance as the source of demand. Real non-interest government expenditures, scaled by t (G'/t) becomes much weaker as a source of injection in the first half of the 1990s. After 1994, the post-crisis managment reduces the G'/t component severely. Even so, the public sector continues to provide relatively stronger demand pulls in comparison to exports. Thus, the foreign sector has continuously been a laggard throughout the whole post-financial liberalization era. Private investments behave comparably at par with public spending during 1994 through 1996. After then, however, investments lose all its impetus as limited domestic savings are channeled to securitization of the fiscal deficits, and the financial savings dominate the incentives against fixed investments in the real sector. These patterns are portrayed in Figure 4 . <Figure 4 here>
III-2. Deterioration of the Fiscal Balances
The post-1988 period witnessed a drastic deterioration of the fiscal balances in Turkey. PSBR/GDP ratios averaged 4.5 percent during 1981-1988, but rose 10.2 percent in 1991, and averaged 9.4 percent over 1990-1999. The end of year PSBR reached to 15.1 percent of the GNP, and is anticipated to rise even further in 2001. Before investigating the serious consequences in resource use and income distribution, it will be useful to overview the factors which generated this deterioration.
We document this deterioration in Table 7 which is based on real values of the fiscal accounts, using 1987 prices.
< Insert Table 7 >
It can be directly noted that during 1988-1993, the major erosion has occurred in the factor revenues item, i.e. net factor income generated by the state economic enterprise system. Factor revenues of the state declined by 86 percent in five years in real terms. The real erosion up till 1992 corresponds approximately to 5% of the GNP of the period. The swift upward movement in transfer expenditures started in 1992. Between 1991 and 1996 the increase is more than 125 percent in real terms. The major item in this account is interest payments. The rise in the domestic debt gave way to a rapid build up of interest costs.
On the revenue side, tax collections had registered modest improvements in real terms by 50 percent up till 1993, but they start to decline thereafter essentially due to the erosion of direct taxes. The share of indirect taxes in the total rose to 64% in 1997 from 59% in 1990.
These developments led to a sharp collapse in the disposable income of the public sector, declining by 45 percent in real terms. As will be discussed presently, this decline had devastating effects and generated strong pressures on the provision of public services and/or raised public sector borrowing requirement (PSBR) to unprecedented levels.
In this context, it is important to note a fundamental change in financing of the PSBR, breaking away with the pre-liberalization period of the 1970's and 80's. Data on the financing patterns of the PSBR suggest that, under the financially repressed conditions of the 1970's and early 1980's, deficit financing through central bank advances (monetization) was the most direct method. However, after the embarkment of the structural adjustment reforms and especially with the removal of the interest ceilings in a series of reforms throughout the 1980s, the Turkish private sector faced a new element: real interest rates rising to unprecedented levels. Financial institutions and rentiers adapted swiftly to the changes in rates of interest during the 1980's and the government found it much easier to finance its borrowing requirements from domestic borrowing through issues of the government debt instruments (GDIs). This also enabled successive governments to by-pass many of the formal constraints on their fiscal operations. Consequently, with the advent of full-fledged financial liberalization after 1988, the PSBR financing relied almost exclusively on issues of GDIs to the internal market -especially to the banking sector.
The underlying characteristic of the domestic debt management was its extreme shorttermism. Net new domestic borrowings, as a ratio of the stock of the existing debt, rose to almost 50% over the 1990's. This ratio increased to 58% in 1992, indicating that each year the state had to resort to net new borrowing reaching to half of the stock of debt already accumulated. Thus, the public sector is trapped in a short term rolling of debt, a phenomenon characterized as Ponzi-financing in the fiscal economics literature. This clearly unsustainable process contributed to the so-called confidence crisis of the 1990's. For this scheme to work, however, domestic financial markets required the continued inflow of short term capital inflows. Thus, the episode of hot money inflows should be interpreted, in the Turkish context, as the long arm of fiscal policy, overcoming credit restraints and monetary constraints of the monetary authority.
Currently more than 90% of the newly securitized deficit is purchased by the banking sector. Thus, the so-called deepening of the financial system in the Turkish economy has turned into a process of self-feeding cycles, ready to burst. High real rates of interest on the GDI's attract speculative short-term funds, and through the operations of the banking system, these are channeled to the vaults of the treasury, which in turn finds a way out of the regulations of the monetary authority, as well as the restricted long-term foreign borrowing opportunities directly from world markets. Capital account liberalization, thus, served the government by enabling banks to engage in extremely profitable short-term borrowing abroad so as to finance Treasury's bond auctions. The major brunt of the costs of this fragile environment, however, falls on the productive sphere of the economy, especially the traded sectors. High interest rates attract short term foreign capital, and the availability of abundant foreign exchange results in overvaluation of the domestic currency, generates disincentives to exporters and contributes to a widening trade deficit.
III-3. Decomposition over the Fiscal-Real Linkages
Given that the evolution of the financial sector has mostly been related to the debt servicing costs of a public sector which was working under conditions of Ponzi-finance, it would be illuminating to repeat the above decomposition exercise from the cycle of real-financial linkages.
The equation system introduced in section (III-1) above can be used to obtain the realfinancial balance within the domestic economy:
∆Fp + ∆D + ∆A = (Ip -spY) + (G -tY) + (E -mY)
where ∆Fp , ∆D, and + ∆A stand, respectively, for the net change in financial claims against the private sector, in government's domestic debt, and in foreign assets. Clearly, when any entity above (private sector, government or the rest of the world) has its balance on injections exceed the associated withdrawals, then financial claims against that entity must have been rising. So when G > tY, it means that government is accumulating debt. (Since in the Turkish context government's net foreign borrowing was virtually non-existant during 1990s -see Table 7 -this meant build up of domestic debt). Similarly E < mY indicates that net foreign assets of the home country are declining. Since it must be true that at any point in time
an expansionary stance of the government with G > tX must be matched by by some other entity increasing its asset holdings or reducing liabilities. In the Turkish case this mostly meant building up of domestic assets in the hands of the domestic banking sector, with injections of liquidity from the rest of the world via short term capital inflows. Under these conditions banks' assets mostly consisted of domestic debt instruments of the government, while their liabilities were mostly short term foreign borrowings. This operation by itself, deepened much of the fragility already existing in the system due to the mismatch between the maturity and currency compositions of the domestic assets and the foreign denominated liabilities.
This mis-match, often referred to as short-positions of the banking system reached to almost 15 billions $, or about 7% of the GNP by the end of the decade, and increased the vulnerability of the banking system with a high devaluation risk. With the rise of the gap of the open positions of the banking system, the ongoing risk premium of new borrowing increased secularly until when capital flows changed signs as in late 1998, and again November 2000. The necessary adjustments to bring the system back to the financial asset-liability stock-tostock equilibrium were indeed onerous and painstaking.
We utilize the GNP identities once again,
Since GNP is the sum of private and public disposable income,
We distinguish between private and public consumption as C p and C g ; and I p and I g ; respectively. Disposable income in the private sector is either private consumption, C p , or private savings, S p . Similarly for the public sector. We thus obtain,
The two terms in the parantheses on the right hand side reflect, respectively, the private savings and the public savings. Denoting sg = (Yg -Cg)/Yg, and using the remaining variables as defined above, we get a version of the decomposition equation above, thºs time reflecting the investment-saving balances of the respective entities: Table 8 documents the relevant parameters and the main indicators of the aggregate demand decomposition. The most striking observation is the negative saving performance of the public sector beginning 1992. This fact alone induces a severe volatility in the investment patterns as Ig/sg ratios become negative after 1992 -with the exception of 1997. This observation pertains despite the secular rise of the tax burden, t. The import coefficient is also observed to rise by almost 2-folds from 0.12 in 1980, to 0.31 in 2000. <Table 8 here> Much of the expansion in Ip/sp and E/m is absorbed by the negative saving performance of the public sector, and the abrupt financing demands of the government increases uncertainty and risk in the financial markets. It also increases the volatility of the money multiplier as the government calls for large amounts of auctions for disposing its debt instruments. This volatility is portrayed in Figure 5 . <Figure 5 here>
IV. Micro level Adjustments in the Manufacturing Sector
In this section, we investigate the structural consequences of the post-1980 outwardorientation on the market concentration and productivity characteristics in the Turkish manufacturing industries. To this end, we will refer to recent Turkish literature and report on the continued concentration tendencies and oligopolistic mark-up pricing practices prevalent in the sector. Furthermore, we will employ a new set of decompositions on the productivity and employment patterns to reveal the leading/lagging subsectors within manufacturing.
The period under analysis is known to span the overall transformation of the Turkish economy from domestic demand-oriented import-substitutionist industrialization, to one with export-orientation and integration with the global commodity and financial markets. During this period the manufacturing industry has evolved as the main sector in both leading the export-orientation of the economy, and also as a focal sector wherein the distribution patterns between wage-labor and capital have been re-shaped.
Existing independent studies
16 and rudimentary data from official agencies suggest both formal and anecdotal evidence that one of the major structural deficiencies of the sector reveals itself in the rather loose association between the gains in export penetration and labor productivity on the one hand, and the dismal patterns of employment, accumulation, and of remunerations of wage labor, on the other. This deformation is, in fact, observed to be a perennial feature of the post-1980 structural adjustment era. In their analysis on the decomposition of labor productivity in manufacturing, for instance, Voyvoda and Yeldan (2000) report that, since the inception of the structural adjustment reforms and outwardorientation, the underlying sources of productivity gains were not significantly altered in the sector. They found that none of the leading export sectors of the 1980s could have generated sufficiently strong productivity contributions, nor admitted strong inter-industry linkages to serve as the leading sectors propelling the rest of the economy. These observations suggest that, contrary to expectations, the opening process was unable to introduce warranted increases in competition in the industrial commodity markets. Here we attempt to formalize on these observations and deduce econometric hypotheses on the patterns of trade liberalization, concentration and profitability. To this end, we will summarize the results obtained by Metin, Voyvoda and Yeldan (2000) who investigate these empirical questions using various panel data procedures. The relevant data cover 29-subsectors of Turkish manufacturing for the period, 1980-1996. We focus on three sets of issues: (i) effect of openness on the extent of market concentration as measured in CR4 rates; (ii) the behavior of gross profit margins (mark-ups) in relation to openness, concentration rates, and real wage costs; and (iii) the behavior of sectoral real investments (by destination) in relation to the markups, real wage costs, and the openness indicator. Table 9 summarizes the main indicators of the manufacturing industry under the post-1980 16 See, e.g., Boratav, Yeldan and Köse (2000) , Onaran (2000) , Yeldan and Köse (1999) , Filiztekin (1999) , Ercan (1999) , Pamukçu and de Boer (1999) , Yeldan (1998a and 1998b) , Yentürk (1997 and , Uygur 91996), Kepenek (1996 Kepenek ( ), ª enses (1996 , Bulutay (1995) , and Maraþlýoðlu and Týktýk (1991) . 17 See, for instance, Metin-Voyvoda and Yeldan (2000), Güneº (1996) , Kaytaz, Altýn and Güneº (1993) Katýrcýoðlu (1990) and ª ahinkaya (1993) for the evaluation of market concentration and patterns of oligopolistic mark-up pricing in the industrial commodity markets. Güneº, Köse and Yeldan (1997) , in turn, document comprehensive panel data on the degree of concentration in Turkish manufacturing using the standard Input-Output classification for the period 1985-1993. adjustments. To document the extend of the oligopolistic structure of the sector, we tabulate the rate of market concentration in the manufacturing industry sub-sectors as calculated by the shares of the four largest enterprises in the total sales (revenues) of the sector (hence the acronym, CR4). Accordingly, we classify those sectors with CR4 ratios above 30% to be imperfectly competitive, and those having CR4 ratios below this threshold as competitive.
IV-1. Phases of Macroeconomic Adjustment in Turkish Manufacturing
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Data on other sectoral variables come from the State Institute of Statistics (SIS) Manufacturing Industry Annual Surveys. To arrive at "wage rates" and the "average labor product", we have used data on "total wages paid" and "value added" divided, respectively, by "average number of workers engaged". We have used the sectoral wholesale producer prices in deflating nominal magnitudes.
<Insert table 9 here>
The periodization of the table follows the adjustment path of the overall economy as characterized and discussed in Table 1 above. Given our criterion of distinguishing individual sectors as competitive versus imperfectly competitive based on their CR4 ratios, we observe that 18 of the 29 sectors fall under the "imperfectly competitive & oligopolistic" group in 1980. Eight of them have CR4 ratios higher than 50%. By 1996 there is very little change in these sub-groups. As of 1996 the share of value added of the imperfectly competitive sectors in manufacturing total reaches to 51%. Furthermore, these sectors employ 31% of total manufacturing employment in our data base. In contrast, the output share of the imperfectly competitive sectors was 55%, and their employment share was 42% in 1980.
Leaving sector 353 (Petroleum Rafineries) aside due to its exclusive public ownership, as of the 1994-96 average, the highest degree of concentration is observed in:
Rubber and Plastics (355) 74.8% Tobacco Manufactures (314) 64.5% Miscellaneous Petroleum and Coal (354) 63.4% Printing and Publishing (342) 60.0%
It is interesting to note that the size of the public sector is not necessarily the main actor in these sectors, with public share being 0.01 in 355; 0.04 in 354; and 0.07 in 342. Sectors 321 (textiles) and 322 (wearing apparel) display the most competitive environment with respect to their CR4 ratios.
Overall, one witnesses a mixed pattern of concentration over 1980-96. In general, there is very little structural shift across the two sub-groups. We record 341 (paper and paper products) to be the only sector to change its imperfectly competitive status from CR4 of 47.1% in 1980, to 22.6% in 1996 . Per contra, it is interesting to note that one also witnesses a competitive sector such as manufacture of wood products (331) to increase its concentration level beyond the imperfectly competitive threshold of 30% by 1996.
At the expense of over-generalization, we can nevertheless confer a tendency for higher mark-up rates within the imperfectly competitive block. Petroleum Rafineries (353), Soil Products (361) , and Non-Metals (369) have the highest mark-up rates over 1994-96 with 1.07, 1.04, and 0.72, respectively. On the other hand, sectors 312, 323, and 324 yield the lowest mark-ups. We further observe that growth in real wages has been consistently negative over the 1981-88 and 1994-97 episodes, while real wage costs have been on an upward trend under the financial de-regulation of 1989-93. As of 1994-97, the highest share of labor costs in value added is recorded in Manufacture of Footwear (324) with 0.27. This is followed by Glass Products (362) with 0.25, and Paper and Paper Products (341) with 0.24. The dis-association between the real wage movements and labor productivity is clearly visible over the classic export-led manufacturing era, 1981-88. Even though real wages seem to have caught up with real average labor products over 1989-93, this pattern is observed to fall short of its momentum, and by 1994-97, real wages start to follow a contractionary trend.
IV-2. Econometric Investigation
We now redirect our attention to the econometric investigation provided by Metin Voyvoda and Yeldan (2000) . (Hereafter MVY). We focus on the 29 sub-sectors of manufacturing based on 3-digit ISI-Classification. (The ISIC codes and their sectoral identification are laid in Appendix Table 1 ).
MVY continue to rely on the initial classification based on the CR4 ratios introduced above. Accordingly, those sectors which have a CR4 in excess of 0.30 are classified as "imperfectly competitive/oligopolistic"; and those with CR4 less than 0.30 are classified as "perfectly competitive". On a different spectrum, sectors are to be regarded as "open" provided that their trade volume (measured as imports plus exports) as a ratio of sectoral value added exceed 0.50. Per contra, sectors with trade volume-to-value added ratios less than 0.50 are regarded as "inward-looking". They carry this classification based on the characteristics of the 29 sectors in 1980. We thus obtain the following tabulation (see Appendix Table 1 for identification of the ISIC codes). 351, 353, 382, 384, 385, 390 313, 314, 324, 332, 341, 342, 354, 355, 361, 362, 371, 372 MVY utilize two specifications: they first study the distributional issues and analyze the behavior of gross profit margins (mark-up rates) in relation to trade liberalization, sectoral concentration, and swings in real wage costs. Secondly, they analyze the patterns of accumulation, and study the behavior of sectoral investment (by destination) against the behavior of mark-up rates, real wage costs, and openness.
Open sectors
Essential estimating equations are the following:
The first implicit function represents the trade orientation and distributional aspects of the manufacturing industry where MR it denotes mark-up rates; CR4 it denotes concentration ratios; O it stands for "openness" of each sector, (ratio of imports plus exports to sectoral value added), and RW it denotes real wage costs. The second relationship tries to explain the process of capital accumulation using three possible determinants namely mark-ups, real wage costs, and the openness, where RI it is the real investment of each manufacturing industry sector. The index {i=1,2,...,N} refers to the individual unit, and {t=1,2,...,T} refers to a given time period. The coefficients α i (sector specific composite term) have two components: α i1 , a sector specific intercept, and α i2 t, a sector-specific deterministic growth trend.
The general form of the econometric specifications are assumed to be linear:
For trade orientation and distribution:
For accumulation:
MVY employ panel data estimation on specification (1') in six sets of equations. First, they estimate equation (1') for the whole sample, in other words for i = {1,2,...,29} and t = {1980,1981,...,1996}. Then, they take each of the identified cells as one individual group exclusively and re-do the estimation. Finally, they distinguish those sectors which were "inward-oriented" in 1980, but became "open" by 1996. That is, sectors i∈{2 and 4} in 1980 and i∈{1 and 3} in 1996. This leaves us with the following sectors: {311, 314, 321, 323, 324, 331, 332, 341, 352, 355, 356, 362, 371, 372} . This latter group is classified with the identifier "trade adjusters".
IV-2a. Distributional Indicators: Behavior of Gross Profit Margins
We start summarizing MVY's econometric investigation with the analysis of the behavior of gross profit margins (mark-ups). Our bird's-eye-view observations on the mark-ups, as portrayed in Table 9 above, reflect a general rise of the average profit margins despite the increased openness and the secular rise of wage costs after 1989.
To test these hypotheses, MVY regress mark-up rates on openness, concentration (CR4 ratios), and (the logarithm of) real wage costs using the panel data. The econometric results reveal the following relationship for the mark-up equation when all sectors are considered:
MR it =α i -0.004 O it + 0.181 CR4 it + 0.111 Log RW it (-5 .107) (6.361) (13.108) where α i is the of sector specific term and t-ratios are given in the parenthesis. Thus, for the whole sample, overall coefficient of openness is estimated to be a mere -0.004. The magnitude, which is found to be statistically significant at 1% level, is nevertheless very small, suggesting that the 16 years of adjustment to foreign integration has not brought a meaningful change in the market structure of the Turkish manufacturing industry. As such, the speed of adjustment of gross profit margins is revealed to be very slow in spite of the import discipline or export penetration, and the technological and institutional barriers to entry seem to persist over the post-1980 reform era.
Concentration rates, on the other hand, have a statistically significant and a higher (positive) coefficient with 0.181 at 1% level. Thus, a one percent increase in the level of concentration as measured through the CR4 ratio is likely to affect the average profit margin of the sector by +0.18 percent. The a priori theoretical expectation that higher concentration levels would be indicative of higher profit margins is confirmed in the aggregate. What is more interesting, however, is that mark-ups do have a positive relationship with respect to real wage costs, with 0.111. These observations suggest that the sector has been characterized by Sraffian dynamics in the aggregate, with persistence of mark-ups against wage increases. (See also Köse, 2000, and Onaran, 1999 for a further assessment of the behavior of mark-ups against the post 1989 wage cycle in Turkish private manufacturing).
Across the sub-groups, we observe that, in general, "open" sectors (as of 1980) have a negative relationship with "openness". "Inward-looking" (as of 1980) sectors, on the other hand, display a positive relationship against the same variable. Most importantly, "trade adjusters" carry a coefficient of +0.026 vis-à-vis openness. Thus, for those sectors which were inward-looking by 1980, the process of opening could not have been associated with a competitive discipline squeezing the cost-margins (mark-ups). On the contrary, there seems evidence that the inward-looking sectors (as of 1980) have adjusted the new trade environment by way of increasing their profit margins (with an estimated coefficient of +0.026 vis-à-vis openness). Trade adjusters, as a group, displayed positive coefficients in relation with the concentration indicator (CR4) and the real wage costs. Except for the "inward-looking & imperfectly competitive" group, mark-ups have positive relationship with real wage costs under all groups. Thus, generally speaking, it seems that the manufacturing sectors could have responded to the shocks of trade policy and the real wage costs by increasing their profit margins over the post-1980 reform era.
IV-2b. Investment Behavior and Patterns of Accumulation
Now we turn our attention to the analysis of the behavior of sectoral investment in response to openness, mark-up rates (profitability) and real wage costs by regressing logarithm of sectoral real investments against CR4, MR and logarithm of RW. The overall effect of profit margins on manufacturing real investment is quite strong with an elasticity of 0.548. This suggests the presence of strong accelerationist investment patterns in the sector. Openness, though The most interesting result is the estimated positive elasticity of real wages on real investment with a coefficient of +0.841 which is statistically significant at 1% level. In other words, real wages seem to act as an accelerationist variable, stimulating real fixed investments in the manufacturing sector, while the effect of openness -as measured in ratios of trade volume to value added-has been found to be in-significant. The un-orthodox behavior of real wages in stimulating both gross profit margins and real investments in a positive manner suggests the continued importance of domestic demand factors in the Turkish industrial commodity markets. These results concur with the findings of Yentürk and Onaran (1999) in their classification of the post-1980 Turkish manufacturing as following a wage-led growth pattern.
IV-3. Decomposition of Labor Productivity and Employment Patterns in Turkish Manufacturing under External Liberalization
Formally, "labor productivity" is defined as the ratio of total value-added (X) to total employment (L). This ratio will tend to increase under two circumstances: (i) as labor employment stays constant, the level of production may increase, and (ii) the employment level may decline so that per capita value-added increases. Labor productivity technically originates out of these two effects, and decomposition of the overall productivity growth into changes of the sectoral growth of output and employment over time provide clues on the internal dynamics of the manufacturing industry.
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Let overall labor productivity be L X Q = , where X is total output and L is total employment. For each sector, we have the sectoral productivity identity where i represents an index of the sub-sectors of manufacturing industry. Then Q is the sum of the sectoral labor productivity ratios: the following identity appears:
A re-statement of the above equation enables the decomposition of total productivity into dynamics of: (i) changes in net productivity, and (ii) changes in the structure of output and employment:
The first term in the outside parenthesis is the difference between the growth rate of output and the growth rate of employment. We denote this term as the "net productivity", indicating a net positive contribution to the overall labor industrial productivity when the rate of growth of output is greater than the rate of growth of employment in a particular sector. The second term of the right hand side of equation (4) represents the effect of sectoral employment reallocation on the overall productivity change. Here, the interaction term, Q 1 /Q 2 is weighted by sectoral labor share and is subtracted from the output share of that particular sector. By multiplying this magnitude with the sectoral employment growth rate, we obtain an indicator for the productivity effects of the reallocation of employment among the sub-sectors of the manufacturing industry. The "reallocation weight" [ ]
, i.e. the difference between the output and the labor share of sector i, reflects differences in productivity levels across the sub-sectors of the domestic industrial economy, and allows us to detect the leading and the following sectors of the overall productivity change.
In terms of our accounting procedure, a leading sector is identified with a high value of its reallocation weight due to a relatively small labor share and a relatively high output share. As the second term of equation (4) represents the effect of sectoral employment reallocation on overall productivity change, the transfer of labor from a sector with a low output/labor ratio to a sector which admits high-productivity will have a positive contribution to total productivity. Thus, the leading sectors of the economy are expected to show a close relation with changes in the overall productivity due to their higher reallocation weight, irrespective of their relative size (just measured in terms of its labor or output share) in the economy.
In the following pages, we decompose the effects of the two terms of equation (4) on the total labor productivity of the Turkish manufacturing industry, covering 1981-96. Under the framework described above, we find that the overall productivity has increased by 111.2% during this period.
20 Table 10 illustrates the sectoral output/labor shares, their growth rates, and the productivities of 19 sub-sectors for the stated period. Table 10 Here > From Table 10 we identify the following sectors with the highest productivity gains: The productivity values here reflect net direct changes in both employment and output levels at the sub-sectoral level. We find that the furniture industry which experienced a 546.0% increase in productivity, exhibits an output growth of 1763.9%, accompanied by an employment growth of 188.5%. However, the output share of the sector is virtually very small (0.2%) to provide any significant impetus to the rest of the industry. The tobacco industry achieves a cumulative 300.7% of productivity growth via direct labor shedding: while it experiences an output growth of 93.9%, it decreases its employment by 51.6%. Similar observations are valid for the remaining most productive sectors as they point to slightly positive or outright negative reallocation weights (second term in equation 4), indicating that these sub-sectors show almost no strength in productivity leadership. The output/labor shares, together with negative second terms in the productivity expression, prevent these sectors from being the "leading" sectors of the Turkish manufacturing industry for the 1981-96 period.
< Insert
We observe that 15 out of 19 sub-sectors under consideration display negative productivity gains from labor reallocation. This reveals that productivity contributions originating from reallocation of labor from the sectors that have low output/labor ratios to those sectors which have higher rates of productivity have been limited. Furthermore, onethird of the sectors has negative employment growth rates. Here, it is also interesting to note that none of the fast exporters of the post-1980 export boom reveal themselves in the leading category. In particular, the most important export sector, textiles, is observed to generate a negative rate of productivity contribution from labor re-allocation (with -10.9%), suggesting that the sector should more appropriately be characterized as lagging, rather than serving as a productivity leader.
In this vein, the only sub-sector that can be characterized as a "leader" in Turkish manufacturing over the 1981-96 period is found to be the "petroleum refineries and petroleum derivatives" industry with a reallocation weight of 0.243. This sector displays an output share of 27.1% and an employment share of 1.3%. However, with an employment growth rate of -5.2%, the productivity by reallocation of labor term of this sector is found to be negative, causing the sector to display a cumulative productivity growth of 54.6%, which is quite below the average for the period at hand.
Concluding, we find that it is not possible to identify any viable "leading" or "strong" sub-sectors within the so-called "outward-oriented, competitive manufacturing" industry that would be able to generate effective leadership for the domestic economy over the 1981-96 period.
V. Distributive Impacts and The Cost Structure of Value added
Turkey is known to suffer from one of the most skewed distribution of income across countries comparable with its level of development. Partly fueled by the legacy of prolonged importsubstitutionist growth patterns with excessive quota rents and an oligopolistic industrial and banking structure, the economy is observed to suffer further from a relatively stagnant and over-populated agriculture with loose linkages to the domestic industry; high rates of immigration due to both economic and political pressures; and unequal opportunities to access education.
With the advent of reforms for openness aiming, first, at commodity trade liberalization in 1980, and finalizing it with financial liberalization of 1989, there were re-newed orthodox expectations towards more equitable forms of distribution of the national product as importquota rents would be dissipated, and the domestic production structure would be transformed given the signals of efficiency (world) prices. It was further argued that, as the labor intensive domestic industries shift toward export markets, labor would be able to increase its factor remunerations in real terms.
These orthodox prescriptions failed to operate, however, as the economy witnessed sharp shifts in the underlying economic polity with the emergence and administration of new modes of surplus extraction mechanisms throughout the course of "liberalization". First and foremost, the pro-liberal stance and the integration process of domestic economy with the world markets did not lead to a more competitive environment in the domestic industry; on the contrary, as discussed in section IV-2 above, concentration rates in most of the outwardoriented sectors such as food processing, cement, glass production and ceramics did in fact rise sharply. Furthermore, the financing behavior of corporations did not show significant change, and the banking sector became increasingly dis-associated from credit financing and intermediation, and evolved into financiers of securitization of domestic debt.
The initiated outward-orientation also opened new venues for wealth accumulation based on a re-newed form rent-seeking, this time towards abduction of export-promotion subsidies and grants provided by the government. Commercial policies became the leading mechanism in squeezing the domestic absorption capacity to generate an exportable surplus for the export-oriented manufacturing capital. This exportable surplus was to be obtained through generation of excess supply by reducing the effective domestic demand. This, in turn, necessitated suppression of wage incomes. This was in stark contrast with the dual role of wages under the import-substitutionist phase, both as a cost element and also a source of effective demand. Under the promoted export-orientation, however, as the sources of effective demand would be expected to propel not from the home market, but from the external economy, wages came to be regarded only as "cost" item, which needs to be "minimized".
Thus, at a more general level, the post-1980 integration process has invigorated newed and intensified distributive tensions as the share of non-wage income in national product rose, marginalization of labor deepened, the existing wage inequalities between skilled and un-skilled labor intensified, and the access to social safety nets became increasingly difficult.
Another facet of this income concentration in the urban sectors has been the increased wage gap between the skilled/organized and the un-skilled/marginal segments of the labor force. Kose and Yeldan (1998) , for instance, categorize the "informal/marginal" labor as that part of the employed labor force which is not officially registered under any social security coverage and also is not entitled under the "self employed or employer" status; and based on the State Institute of Statistics (SIS) Household Labor Survey data, report that the ratio of marginal labor to total employment in the industry increased to 49% in 1994, and stabilized around 44% following 1995, from 41% in 1980. This form of employment was found to be very extensive in the traditional sectors like food processing, textiles and clothing, wood and furniture, and metal products where small scale enterprises have greater importance. Wage data strongly suggest that the strong improvement in average wages during 1989-93 was almost totally due to what was happening at the organized/formal sectors. Wage gaps between the large/small and public/private enterprises widened significantly and exceeded the magnitude of the early 1980s. In particular, the highly organized mining and electricity/gas workers were observed to improve their relative economic positions significantly. Wages in the clothing industry compared with manufacturing averages, on the other hand, eroded by 20 percentage points over the same period, falling below its ration in 1981, at the start of the liberalization program (Köse and Yeldan, 1998; Boratav, Yeldan and Köse, 2000; Yentürk, 1998) .
Given the extend of polarization indicated in these numbers, it is clear that the "traditional" explanations of income inequality, such as, unequal access to education, unequal distribution of assets and land concentration, and the urban-bias would not suffice to provide a coherent portrayal of the macroeconomic processes which give rise to such an outcome. Even though easy generalizations are not admissible and can be misleading, one can nevertheless associate the observed rising income inequality with the broad tendencies towards marginalization of labor given the informal industrial relations; advances of new technologies which favor skill-intensive production patterns; and an unequivocal trend towards disassociation of the financial sector from the productive sphere of the economy, coupled with the concomitant expansion of financial rents.
A careful pursuit along these lines will necessitate a shift of focus towards the functional categories of income and the underlying processes of macro adjustment. It is to these issues we turn in the next section.
V-1. Indicators of the Functional Distribution of Income: The Evidence
We now turn to the functional categories of income. Given data constraints, it is a common practice to separate agricultural income from the non-agricultural income sources. (see e.g. Özmucur, 1986; Temel and associates, 1998; . Among the non-agricultural activities we found it possible to distinguish the following entities: interest income, profits, rental income, and public and private wage income. Figure 6 documents the distributional consequences of the post-1980 financial deregulation episode given this breakdown. Share of interest income within aggregate domestic income is observed to stand around 15.2% by 1998, reaching almost the total value added of agriculture -a sector which houses 45% of the civilian labor force. The share of interest income was virtually nil in 1980. 22 <insert Figure 6 here> From a more extended time frame, the overall decline of agricultural and wage and salary factor income is phenomenal. The share of agricultural income is almost reduced by half in the course of the last three decades. The wage cycle, on the other hand, displays a rising trend in the 1970s; and follows a declining course throughout the outward orientation of the domestic economy in the 1980s. The share of non-agricultural wage-labor is observed to reach its lowest score in 1986 to 17.1%, from its peak of 36.8% realized in 1977. A fall of such an extend clearly reflects the faltering employment response of the domestic industry to the significant reductions in real wages. The implication is that the scope for capital-labor substitution has been highly limited in the productive sectors of the Turkish economy (Celasun, 1989: 20) .
Given this background, it would be illuminating to trace out the dynamics of the real earnings of wage labor against (labor) productivity growth over an extended time horizon. In what follows, we employ the recent advances of the business-cycle literature, and decompose the variations in the average product of labor and the real wage rate in the Turkish industry to obtain their underlying long term trends. We make use of the so-called Hodrick-Prescott (1980) filtering methods to disintegrate the cyclical variations in productivity growth and wage rates from their respective historical trends. This exercise enables us to isolate the underlying rend paths of the two variables, and to make inferences about the evolution of the wage cycle against the long term productivity patterns in Turkish industry. Data for our analysis come from the Manufacturing Industry Annual Surveys reported by the State Institute of Statistics. For the "wage rate" series we have used "total wage earnings" divided by " total workers engaged in production". Average labor product is derived by dividing "total value added" by the same labor employment magnitude. Both series are deflated by the wholesale price index and are filtered in logarithmic form. The exercise covers the extended time frame, 1950-1996.
The results of the filter are portrayed in Figures 7a and 7b . The units on the y-axis are in real 1963 TL prices in log scale. In Figure 7a , we observe the historical long time trend of the real average labor product in Turkish manufacturing. The trend has a secular upward slope with an average rate of annual growth of 3.8% for the whole time horizon . This is to be contrasted with the trend of the real wage rate portrayed in Figure 7b . The trend in real wages fluctuates with an increasing path until mid-1970s, enter a deceleration between 1980 and 1988, and recover following 1989. The observed recovery in real wage is clearly the end result of the post-1989 populism which enabled sharp increases in real wages between 1989 and 1993 as narrated in Section II above. On this record of events, it seems plausible to argue that the post-1989 upswing in manufacturing real wages was in fact in line with the real average product of labor as far as the long trends of the two series are concerned.
<insert Figures 7a and 7b here>
The fluctuations of the real wage trend consequently document the periodization of the overall political cycle in the Turkish labor markets. The fundamental characteristic of this cycle is that it discloses a relatively weak connection between wage remunerations and labor productivity in manufacturing industries. The trend path of real wages clearly signals a break following 1979/80. This is the era when the domestic economy is subjected to a new transformation towards foreign competition and integration with the global commodity and asset markets. The ongoing wage suppression as manifested by the downswing in the wage cycle indicates that the adjustments in the labor markets had served as one of the main mechanisms in bringing forth this transformation. Implemented under a military rule with severe restrictions in the Labor Code against collective bargaining and unionization, the cost savings on wage labor were instrumental in the extraction of an economic surplus which, in turn, was oriented to export markets via a generous export subsidization program.
Reading from a different perspective, the sharp contrast of the trend of labor productivity against real wage earnings following the 1980-transformation clearly displays the extend of dis-association of the productive sphere of the domestic economy from its indigenous processes of accumulation and distribution. As internationalization of the commodity and the financial markets is intensified, the links between the processes of savings generation and the productive use of such funds into enhancement of capital accumulation -the so-called process of intermediation-are severed. With the complete de-regulation of the financial transactions and the consequent ascendancy of finance over industry, the international finance capital was able to assume a dominant role so as to act as the sole arbiter aiming at immediate financial gain, rather than long term economic development and sustainable growth.
V-2. Decomposition of the Structure of Costs
Given aggregate GNP, we can deduce its components in the following maner: Let PY be the nominal GNP, then:
Where iD is interest income generated in the economy; rN is rental costs; Π is aggregate profits; WpLp and WgLg are wage costs in the private and public sectors, respectively; and A is agricultural income. If we add import costs (in domestic currency), eP*M, we reach a breakdown of the costs of producing aggregate (nominal) supply:
PX = iD + rN + πPX + WpLp + WgLg + A + eP*M
Where we regard π as the share of profits in total output. Let debt to output ratio to be d = D/PX, real import-output ratio be m = M/X; the real exchange rate be z = eP*/P; and denoting n=N/PX; lp=Lp/X; lg=Lg/X;wp=Wp/P; wg=Wg/P; and a=A/PX, we obtin the structural breakdown of the unit costs:
= id + π + rn + wplp +wglg +a +zm
We provide the relevant data the associated calculations in Table 11 . The breakdown of unit costs is portrayed in Figure 8 . < Table 11 here> <Figure 8 here> Aggregate real GNP is observed to rise at an annual average rate of 4. 4% over 1990-1998 . The expansion of the share of interest is phenomenal. The share of iD increased from 0.049 in 1990, to 0.119 in 1998. This translates into an annual increase of 17.7% over the same period. Import costs likewise take about one-fifth of the aggregate cost of production. The rise of import costs comes to an average rate of increase of 10.4% per annum. The share of wage costs in the public sector fluctuate across the 1990s. Being as low as 0.077 in 1998, public sector wage-labor succeed in rising its share up to 0.166 in 1992, but start experience a fast decline to reach 0.096 in 1996. Private sector wage cost is observed to be more stable. Hovering around 0.10 -0.12. Profits, also is another fairly stable entity in the costs structure mostly capturing about a third of unit costs. A decline in the making is visible after 1995, however, as interest servicing costs expand their share at the expense of non-agricultural, nonwage factorial incomes.
VI. Concluding Comments <Sketch of notes. To be complemented>
In this paper we have sought to identify and study the main stylized facts and processes characterizing the dynamic macroeconomic adjustments of Turkey since inception of its reforms towards global integration -viz. post-1980's. The Turkish adjustment experience throughout the post-1980 period reveals a process in which a developing market economy trapped within the needs of integration with the world markets and the distributional requirements warranted by such re-orientation, the state apparatus became the bastion of privilege, regulating the mode of income re-distribution within the society. The elements of this re-distribution involved both direct mechanisms toward attaining favorable production and export subsidies, currency depreciation, wage suppression; as well as indirect mechanisms such as tax evasion on capital incomes, and conduct of a financial market development strategy which enabled massive income transfers to the rentier class.
Our decompositions of the components of aggregate demand revealed that the increased financial demands of the public sector dominate much of the process. Yet, government expenditures being mostly swamped by interest servicing costs on domestic demand do not provide a sustained impetus to the rest of the economy. Furthermore, operating under a structure of open capital markets, the economy is trapped in a vicious circle of high real interest rates, overvalued domestic currency, and increased volatility of the flows of speculative short term foreign capital.
Existing data reveal very little structural change in the sectoral composition and nature of market concentration and behavior of profit margins under the post-1980 Turkish structural adjustment reforms and outward-orientation. It is also notable that the sectors which are characterized by high concentration coefficients do not necessarily reflect high shares of public ownership, and that reductions in the share of the public companies do not lead directly to an increase in the degree of competitiveness. As such, the speed of adjustment of concentration is revealed to be very slow in spite of the import discipline or export penetration and the technological and institutional barriers to entry seem to persist over the post-1980 reform era.
We reported that "openness" had very little impact, if any, on the levels of profit margins (mark-ups) and also on the behavior of sectoral investments. Econometric results reflect a pattern of sluggishness of the existing levels of mark-ups in Turkish manufacturing against a 16-year long period of trade liberalization adjustments. With a relatively small effect of "openness" on gross profit margins (averaging -0.004 for the whole period), the sector seems to display a resistance to increased competition despite the import discipline the post-1980 adjustments have brought. In fact, those "trade adjusting" sectors which were classified as "inward-looking" in 1980, and became "open" by 1996 display a positive response (+0.026) of profit margins vis-à-vis openness. Thus, these results suggest that, contrary to the prognostications of the orthodox theory, the post-1980 export orientation of Turkish manufacturing could not lend itself into gains in competitiveness, and could not be sustained as a viable strategy of "export-led industrialization" via increased investments.
Profit margins (mark-ups) are further found to be positively and significantly affected from concentration power and real wage cost increases. Thus, there seems to be evidence that the manufacturing sectors have responded to shocks of trade policy and real wage costs by increasing their indigenous profit margins. Real investments, in turn, have been found to have a statistically insignificant relationship with "openness"; yet, significant and positive responses to profit margins and real wages. This finding suggests the continued importance of the domestic demand factors in the Turkish industrial commodity markets, and an overall wage-led growth pattern with both profit margins and real wages acting as accelerationist variables to stimulate fixed investments.
Our further analysis on the decomposition of labor productivity in manufacturing revealed that, since the inception of the structural adjustment reforms and outward-orientation, the underlying sources of productivity gains were not significantly altered; and that none of the leading export sectors of the 1980s could have generated sufficiently strong productivity contributions, nor admitted strong inter-industry linkages to serve as the leading sectors propelling the rest of the economy. With a meager investment performance in manufacturing, the so-called export-led growth episode seems to have generated sizable cost savings and surplus transfer to the recipient sectors, and could not generate sufficient contributions in productivity and employment. As such, the post-1980 export orientation could not support itself into productivity gains in the leading exporting sectors and could not be sustained as a viable strategy of "export-led industrialization".
Lacking the necessary productivity investments in export manufacturing, the export gains based only on price incentives and subsidies have exhausted their impetus by the end of the decade.
Zero values for some of the items do not necessarily imply the absence of the relevant transborder transaction. Improved recording also results in changing zero values into positive or negative figures. For example, it is known that nonresidents have been purchasing and selling Turkish treasury bills, but they have not, as yet, been recorded within the correct item, i.e. 4680. The relevant figures are registered elsewhere in the capital account, e.g. within 4783 and/or as another unrecorded quantity within the EO item. On the other hand, Mexican b.o.p. data show zero values for the 4680 item up till the end of 1993, but thereafter register negative values for two years (-1.9 and -13.8 billion dollars in 1994 and 1995 respectively) and positive values thereafter. Negative values for the 4680 item in 1993-94 signify sale of Mexican government debt papers by nonresidents the earlier purchase of which should have been recorded as positive (instead of zero) values for the same item in the preceding years. Once again, earlier inflows have, evidently, been recorded elsewhere.
These observations suggest that it is too early to treat individual items of the capital and financial accounts of the b.o.p. statistics in Turkey (and elsewhere) as reliable and undertake a quantitative analysis based on these specific variables. However, the sum total of "hot money" flows emanating from nonresidents as well as residents' "hot" capital movements are, essentially, reliable magnitudes 25 . In other words, the distinction between residents and nonresidents in transborder transactions is much more reliable than the specific item in which the specific quantity is recorded. This is the reason for distinguishing "hot money" figures only between residents and nonresidents in Table 3 without going into the individual items behind the two totals. 25 Meetings with the CB staff have persuaded the author on the reliability of resident/nonresident distinction in the Turkish data. The only qualification is related to the characterization of the EO item as "residents' unrecorded capital movements". The underlying assumption that unrecorded flows are, predominantly, due to residents' capital account transactions is open to criticism as long as unrecorded current account items as well as currency switching of residents into and out of unrecorded assets reach high figures and if nonresidents also engage in illicit (and substantial) cross-border capital movements.
